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AMENDMENTSRELATED TO FINANCIAL

INSTITUTIONS

2003 GENERAL SESSION
STATE OF UTAH

Sponsor: Jeff Alexander

Thisact modifiesthe Financial I nstitutionstitle to address provisionsrelated to credit
unions and mutual associations and to make technical changes. The act addresses when
certain taxable credit unionsare prohibited from establishing new branches. Thisact
addresses voting requirementsfor mutual associations. Thisact modifies definitions.
The act addresses|oan limitations. The act addresses credit union service organizations.
The act addresses mergersinvolving credit unions. The act addr esses oper ations of
out-of-state credit unions. The act repeals certain provisionsrelated to fields of
member ship and grandfathering and modifies other provisionsrelated to fields of
membership. Thisact providesfor credit unions becoming taxable credit unions. This
act createsa program under which ataxable credit union may elect to pay a competitive
equity assessment. Theact requiresthe commissioner to consider the community
reinvestment record of taxable credit unions pursuant to certain guidelines. Thisact
requirestaxable credit unionsto disclose certain information. Thisact modifies
cor por ate franchise and taxable income tax provisionsto address the taxation of credit
unions.
This act affects sections of Utah Code Annotated 1953 as follows:
AMENDS:

7-1-403, as last amended by Chapter 1, Laws of Utah 1986, Fourth Special Session

7-1-708, as last amended by Chapter 49, Laws of Utah 1995

7-7-10, as last amended by Chapter 244, Laws of Utah 1985

7-9-3, as last amended by Chapter 329, Laws of Utah 1999

7-9-5, aslast amended by Chapter 116, Laws of Utah 2001
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7-9-6, as last amended by Chapter 329, Laws of Utah 1999

7-9-11, aslast amended by Chapter 329, Laws of Utah 1999

7-9-12, aslast amended by Chapter 329, Laws of Utah 1999

7-9-16, aslast amended by Chapter 329, Laws of Utah 1999

7-9-20, aslast amended by Chapter 329, Laws of Utah 1999

7-9-24, aslast amended by Chapter 182, Laws of Utah 1996

7-9-26, as last amended by Chapter 182, Laws of Utah 1996

7-9-34, aslast amended by Chapter 178, Laws of Utah 1994

7-9-37, aslast amended by Chapter 329, Laws of Utah 1999

7-9-39, as last amended by Chapter 329, Laws of Utah 1999

7-9-39.5, as enacted by Chapter 329, Laws of Utah 1999

7-9-46, as last amended by Chapter 49, Laws of Utah 1995

7-9-51, as enacted by Chapter 329, Laws of Utah 1999

59-7-102, as last amended by Chapters 76 and 286, Laws of Utah 2002
ENACTS:

7-9-55, Utah Code Annotated 1953

7-9-56, Utah Code Annotated 1953

7-9-57, Utah Code Annotated 1953
REPEALS:

7-9-52, as enacted by Chapter 329, Laws of Utah 1999

7-9-53, as enacted by Chapter 329, Laws of Utah 1999

7-9-54, as enacted by Chapter 329, Laws of Utah 1999
Be it enacted by the Legislature of the state of Utah:

Section 1. Section 7-1-403 is amended to read:

7-1-403. Fundsand balances paid to treasurer -- Separ ate account -- Use of
funds.

[Unexpended] (1) Except as provided in Section 7-9-56, unexpended balances and all
funds accruing to the department shall be:

(a) deposited by the commissioner with the state treasurer monthly; and
(b) constitute a separate account within the General Fund.
(2) No part of the separate account described in Subsection (1) may revert to the
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General Fund except an amount as required by law to be transferred for general government
and administrative costs.

(3) With the approval of the director of the Division of Finance, the commissioner may
withdraw sums from the separate account to:

() pay costs and expenses of administration incurred in proceedings under Title 7,
Chapters 1, 2, and 19[5]; or [te]

(b) usein connection with the rehabilitation, reorganization, or liquidation of an
institution under the jurisdiction of the department.

Section 2. Section 7-1-708 is amended to read:

7-1-708. Establishing branchesand relocating offices -- Application and
procedurefor approval -- Limitations on taxable credit unions.

(1) A Utah depository institution or an out-of -state depository institution with a Utah
branch or seeking to acquire abranch in this state may establish one or more branches, or
relocate a branch office or its main office in this state, subject to the prior approval of the
commissioner.

(2) [Approvat] The approval of the commissioner required by Subsection (1) may be
obtained by:

(a) filing an application with the department in aform the commissioner prescribes;

and

(b) supplementing the application with information the commissioner considers
material to determining whether to approve the application.

(3) (&) The commissioner shall approve or disapprove [the] an application within 30
days after accepting [t] the application as complete.

(b) If the commissioner does not approve or disapprove an application within [this] the
timel[;it] stated in Subsection (3)(a), the application is considered approved.

(4) (& The commissioner shall cause a supervisor to make an investigation of the facts

relevant or material to [the] an application.
(b) The supervisor that conducts the investigation required by Subsection (4)(a) shall
submit written findings and recommendations to the commissioner.

(5) [Fhe] An application, any supplemental information furnished by the applicant, and
the findings and recommendations of the supervisor may be inspected by any person at the
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department's office, except those portions of the application the commissioner declares to be
confidential to prevent a clearly unwarranted invasion of privacy, pursuant to the applicant's
request.

(6) To protect the safety and soundness of the applicant, the commissioner may:

(a) approve an application subject to the terms and conditions the commissioner
considers necessary; or

(b) disapprove an application.

(7) (&) The commissioner's approval of any application under this section is considered
revoked, unless the office is opened and operating within one year of the date approved by the
commissioner for commencement of operations.

(b) The commissioner may[ i

that-period-and-for-good-catse-showy;] extend the date for activation for up to two additional

periods of not more than six months each[-]:

(i) upon written application made before the expiration of a period; and

(ii) for good cause shown.

(8 An out-of-state depository institution with a branch in Utah is not subject to the
requirements of this section if the office or branch to be established or relocated is located
outside of Utah.

(9) (a) Notwithstanding the other provisions of this section, an application of ataxable
credit union to establish a branch that is to be located outside of the county in which the taxable
credit union has the greatest number of branches may not be approved unless prior to the

approval of the application the taxable credit union files a notice of eection to pay a

competitive equity assessment as provided in Section 7-9-56.

(b) For purposes of this Subsection (9), ataxable credit union is considered to be
establishing a branch if the taxable credit union establishes:
(i) aloan production office; or

(ii) any other office or facility that:
(A) isowned or operated by:
(1) the taxable credit union:; or

(1) _acredit union service organization in which the taxable credit union holds an

ownership interest;
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(B) isopen to the public; and

(C) provides any product or service of the taxable credit union to a member of the

taxable credit union.

Section 3. Section 7-7-10 is amended to read:

7-7-10. Meetings of mutual association members-- Voting -- Notice.

(1) (&8 Anannual meeting of the members of each mutual association shall be held at
the time and place fixed in the bylaws of the association.

(b) Specia meetings may be called as provided in the bylaws.

(2) (@) The members entitled to vote at any meeting of the members shall be those who

are members of record at the end of the calendar month next preceding the date of the meeting
of members, except those who have eased to be members.

(b) The number of votes [whichmembers-shal-be] that a member is entitled to cast
shall be determined in accordance with the books on the date determinative of entitlement to

vote.
(3) Inthe determination of al questions requiring action by the members, each member
shall be entitled to cast:

eastmore-than-50-votes:]; and
(b) any additional vote that the member may cast under the bylaws of the association.

(4) [At] (a) (i) Subject to Subsection (4)(a)(ii). at any meeting of the members, voting
may be:

(A) in person; or

(B) by proxy[;but6].

(ii) Notwithstanding Subsection (4)(a)(i), a proxy [shatHbe] is not eligible to be voted
at any meeting unless the proxy has been filed with the secretary of the association, for
verification, at least five days before the date of the meeting.

(b) Every proxy shall:

(i) beinwriting; and

(ii) be signed by the member or [kis] the member's duly authorized attorney in fact
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(iii) continuein force from year to year:

(A) when filed with the secretary;

(B) if so specified in the proxy; and

(C) until;

(1) revoked by awriting duly delivered to the secretary; or [tnti]
(1) superseded by subsequent proxies.

(5) (&) At an annual meeting or at any special meeting of the members, any number of
members present in person or by proxy eligible to be voted constitutes a quorum.

(b) A maority of all votes cast at any meeting of members shall determine any
guestion unless this chapter specifically provides otherwise.

(6) (&) No notice of annual meetings of members need be given to members. [Noetiee]

(b) Subject to Subsection (6)(c), notice of each special meeting of members shall;

(i) state:

(A) the purpose for which the meeting is called[;];

(B) the place of the meeting][;]; and

(C) thetime when [#] the meeting shall convenel;]; and [shat]

(ii) (A) be published:

(1) once aweek for two consecutive calendar weeks (in each instance, on any day of the
week) before the date on which the special meeting shall convene|]; and

(1) in anewspaper of genera circulation in the county in which the home office of the

association is |ocated[—Hr-agedition-to-publication-of-thenotice-acopy-of-thenetice-shalt] _and

(B) be posted in a conspicuous place in all offices of the association during the 30 days
immediately preceding the date on which the special meeting convenes|:+provided,however;
thet].

(c) No notice need be given of ameeting if al the members entitled to vote, votein
favor of an action at [any] the meeting of the memberg;horoticeheed-be-given)].

Section 4. Section 7-9-3 is amended to read:

7-9-3. Definitions.

Asused in this chapter:

(1) (&) "Association" means agroup of persons that:

[(erhesasimitar:]
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[(—trterest]

(i) _constitute the members of aformal association organized for:

(A) anidentifiable interest:

(B) an identifiable purpose;

[{i)] (C)_aspecific profession; or

[tby—s] (ii) are employed by acommon employer.
(b) "Association" does not include a group of personsthat is.

(i) identified or created primarily on the basis of arelationship between any person

(A) aconsumer;

(B) acustomer; or

(C) aclient; or

(ii) created primarily for the purpose of expanding the membership in acredit union.

(2) "Capital and surplus’ means:

(@) shares;

(b) deposits;

(c) reserves,; and

(d) undivided earnings.

() "Corporate credit union" means any credit union organized pursuant to any state or

federal act for the purpose of serving other credit unions.

(4) "Credit union service organization" means a service organization that provides any

of the following to the credit unions holding an ownership interest in that service organization:

(a) data processing services;

(b) promotion marketing;

(c) general management support services;

(d)_access to accounting systems;

(e) nonprofit debt counsaling services;

(f) _management training and education to credit union personngl;

(q) servicesrelated to processing, originating, selling, or servicing loans;
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(h) credit card services;

(i) automated teller machine services;

(1)_insurance agency Services;

(k) _discount brokerage services;
(1)_shared branch facilities; or

(m) other services that are commonly associated with the routine operations of the

credit unions holding an ownership interest in the service organization.

[4}] (5) "Deposits’ means that portion of the capital paid into the credit union by
members on which a specified rate of interest will be paid.

(6) "[HmiteeHtetd] Field of membership" means persons designated as eligible for
credit union membership in accordance with:

(a) Section 7-9-51 [er79-53:]; and

(b) the bylaws of the credit union.

[€5)] (7) "Immediate family" means parents, spouse, surviving spouse, children, and
siblings of the member.

[€A] (8) (8) "Member-business loan” means any loan, line of credit, or letter of credit,
the proceeds of which will be used for:

(i) acommercial purpose;

(if) other business investment property or venture purpose; or

(iii) anagricultural purpose.

(b) "Member-business loan" does not include an extension of credit:

(i) that isfully secured by alien on aone- to four- family dwelling that is the primary
residence of a member;

(i) that isfully secured by:

(A) shares or depositsin the credit union making the extension of credit; or

(B) depositsin other financial institutions,

(iii) the repayment of which isfully insured or fully guaranteed by, or where thereis an
advance commitment to purchase in full by, an agency of:

(A) thefederal government;

(B) adtate; or

(C) apolitical subdivision of a state; or
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(iv) that isgranted by a corporate credit union to another credit union.

(9) "Sharedrafts,” "deposit drafts,” and "transaction accounts’ mean accounts from
which owners are permitted to make withdrawal s by negotiable or transferable instruments or
other orders for the purpose of making transfersto other persons or to the owner.

(10) "Shares" meansthat portion of the capital paid into the credit union by members
on which dividends may be paid.

(11) "Taxable credit union" means a credit union that is a taxable credit union under
Section 7-9-55.

Section 5. Section 7-9-5 is amended to read:

7-9-5. Powersof credit unions.

In addition to the powers specified elsewhere in this chapter and subject to any

limitations specified elsewhere in this chapter, a credit union may:

(1) make contracts;

(2) sueand be sued;

(3) acquire, lease, or hold fixed assets, including real property, furniture, fixtures, and
equipment as the directors consider necessary or incidental to the operation and business of the
credit union, but the value of the real property may not exceed 7% of credit union assets, unless
approved by the commissioner;

(4) pledge, hypothecate, sell, or otherwise dispose of real or personal property, either in
whole or in part, necessary or incidental to its operation;

(5) incur and pay necessary and incidental operating expenses;

(6) require an entrance or membership fee;

(7) receive the funds of its membersin payment for:

(@) shares;

(b) share certificates;

(c) deposits;

(d) deposit certificates,

(e) sharedrafts;

(f) NOW accounts; and
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(g) other instruments;

(8) allow withdrawal of shares and deposits, as requested by a member orally to athird
party with prior authorization in writing, including, but not limited to, drafts drawn on the
credit union for payment to the member or any third party, in accordance with the procedures
established by the board of directors, including, but not limited to, drafts, third-party
instruments, and other transaction instruments, as provided in the bylaws;

(9) chargefeesfor itsservices;

(10) extend credit to its members, at rates established in accordance with the bylaws or
by the board of directors;

(11) extend credit secured by real estate;

(12) () subject to Subsection (12)(b), make co-lending arrangements, including loan

participation arrangements [
organtzattonstf], in accordance with written policies of the board of directorg[;] with one or

more:

(i) other credit unions;

(ii) credit union service organizations; or

(iii) other financial organizations; and

(b) make co-lending arrangements, including loan participation arrangements, in

accordance with Subsection (12)(a) subject to the following:

(i) thecredit union or credit union service organization that originates aloan for which
[parttetpation] co-lending arrangements are made [retais] shall retain an interest of at |east
10% of the loan;

(ii) on or after May 5, 2003, the originating credit union or credit union service

organization may sell to a credit union an interest in a co-lending arrangement that involves a

member-business loan only if the person receiving the member-business |loan is a member of

the credit union to which the interest is sold; and

(iii) on or after May 5, 2003, the originating credit union or credit union service

organization may sell to a credit union service organization an interest in a.co-lending

arrangement that involves a member-business |oan only if the person receiving the

member-business loan is amember of acredit union that holds an interest in the credit union

service organization to which the interest is sold:;

-10-
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(13) sl and pledge eligible obligations in accordance with written policies of the
board of directors;

(14) engagein activities and programs of the federal government or this state or any
agency or political subdivision of the state, when approved by the board of directors and not
inconsistent with this chapter;

(15) act asfiscal agent for and receive payments on shares and deposits from the
federal government, this state, or its agencies or political subdivisions not inconsistent with the
laws of this state;

(16) borrow money and issue evidence of indebtedness for aloan or loans for
temporary purposes in the usual course of its operations;

(17) discount and sell notes and obligations,

(18) sell al or any portion of its assets to another credit union or purchase all or any
portion of the assets of another credit union;

(19) invest funds as provided in thistitle and in its bylaws;

(20) maintain depositsin insured depository institutions as provided in thistitleand in
its bylaws;

(21) (&) hold membership in corporate credit unions organized under this chapter or
under other state or federal statutes; and

(b) hold membership or equity interest in associations and organizations of credit
unions, including credit union service organizations;

(22) declare and pay dividends on shares, contract for and pay interest on deposits, and
pay refunds of interest on loans as provided in thistitle and in its bylaws;

(23) collect, receive, and disburse funds in connection with the sale of negotiable or
nonnegotiable instruments and for other purposes that provide benefits or convenience to its
members, as provided in thistitle and in its bylaws;

(24) make donations for the members welfare or for civic, charitable, scientific, or
educational purposes as authorized by the board of directors or provided in its bylaws;

(25) act astrustee of funds permitted by federal law to be deposited in a credit union as
adeferred compensation or tax deferred device, including, but not limited to, individual
retirement accounts as defined by Section 408, Internal Revenue Code;

(26) purchase reasonable accident and health insurance, including accidental death

-11-
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benefits, for directors and committee members through insurance companies licensed in this
state as provided in its bylaws,

(27) provide reasonable protection through insurance or other means to protect board
members, committee members, and employees from liability arising out of consumer
legislation such as, but not limited to, truth-in-lending and equal credit laws and as provided in
its bylaws;

(28) reimburse directors and committee members for reasonable and necessary
expenses incurred in the performance of their duties;

(29) participate in systems which alow the transfer, withdrawal, or deposit of funds of
credit unions or credit union members by automated or electronic means and hold membership
In entities established to promote and effectuate these systems, if:

(a) the participation is not inconsistent with the law and rules of the department; and

(b) any credit union participating in any system notifies the department as provided by
law;

(30) issue credit cards and debit cardsto allow members to obtain access to their
shares, deposits, and extensions of credit;

(31) provide any act necessary to obtain and maintain membership in the credit union;

(32) exerciseincidental powers necessary to carry out the purpose for which a credit
union is organized,

(33) undertake other activities relating to its purpose as its bylaws may provide;

(34) engagein other activities, exercise other powers, and enjoy other rights,
privileges, benefits, and immunities authorized by rules of the commissioner;

(35) act astrustee, custodian, or administrator for Keogh plans, individual retirement
accounts, credit union employee pension plans, and other employee benefit programs; and

(36) advertiseto the general public the products and services offered by the credit
union if the advertisement prominently discloses that to use the products or services of the
credit union a person is required to:

(&) be€eligible for membership in the credit union; and

(b) become a member of the credit union.

Section 6. Section 7-9-6 is amended to read:

7-9-6. Formation of corporation to conduct credit union -- Approval of

-12 -



369
370
371
372
373
374
375
376
377
378
379
380
381
382
383
384
385
386
387
388
389
390
391
392
393
394
395
396
397
398
399

01-20-03 10:27 AM H.B. 162

commissioner.

(1) (& Ten or more incorporators belonging to the same group of 200 persons or more
having a [tHmtted] field of membership may, with the approval of the commissioner, form a
corporation to conduct a credit union under:

(i) thischapter;

(ii) Title 16, Chapter 10a, Utah Revised Business Corporation Act; and

(iii) Chapter 1, General Provisions.

(b) This chapter takes precedence over conflicting provisions of other state law
governing:

(i) theformation of the corporation; and

(if) the duties and obligations of:

(A) the corporation;

(B) the corporation's officers; and

(C) the corporation's shareholders or members.

(2) The commissioner may grant the approval referenced in Subsection (1) if the
commissioner finds that:

(a) the proposed [timited] field of membership isfavorable to the success of the credit
union;

(b) the standing of the proposed membership will give assurance that its affairs will be
administered in accordance with this chapter;

(c) the proposed credit union has a reasonable promise of financial viability; and

(d) formation of the credit union would not result in a substantial adverse financial
impact on an existing credit union having the same or substantially the same [Hmtted] field of
membership.

(3) () Except as provided in Subsection (3)(b) and in addition to the requirements of
Subsections (1) and (2), Section 7-1-704 governs the formation of a credit union.

(b) Notwithstanding Subsection (3)(a):

(i) if the proposed credit union has a [timtted] field of membership that does not base
eligibility on residence in a county, the persons seeking formation of the proposed credit union
are not required to provide the notice required under Subsection 7-1-704(3); and

(if) acredit union may not be required to obtain federal insurance if the credit union

-13-
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complies with Subsection 7-9-45(2).

Section 7. Section 7-9-11 is amended to read:

7-9-11. Bylaws and amendmentsto be approved.

(1) A credit union may not receive payments on shares, deposits, or certificates, or
make any loans or other transactions, until its bylaws have been approved in writing by the
commissioner.

(2) An amendment to a credit union's bylaws does not become operative until the

amendment to the bylaws is approved by the commissioner.

[te)] (3) If the bylaws or an amendment to the bylaws of a credit union adds an

association to the [Hmited] field of membership of the credit union, the commissioner may
require that the credit union provide written confirmation from the association that the
association has agreed to be served by the credit union.

Section 8. Section 7-9-12 is amended to read:

7-9-12. Contentsof bylaws.

The bylaws of a credit union shall specify at least the following:

(1) the name of the credit union;

(2) the purpose for which [#] the credit union was formed;

(3) a[timited] field of membership of the credit union that complies with Section
7-9-51 [6+7-9-53];

(4) the number of directors and procedures for their election;

(5) theterm of directors;

(6) whether acredit manager, credit committee, or combination of both shall be
responsible for credit functions of the credit union;

(7) theduties of the officers;

(8) thetime of year of the annual meeting of members;

-14 -
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(9) the manner in which members shall be notified of meetings;

(10) the number of members which shall constitute a quorum at meetings,

(11) the manner of amending;

(12) the manner in which officers may act as surety; and

(13) such other matters, rules, and regulations as the board of directors consider
necessary.

Section 9. Section 7-9-16 is amended to read:

7-9-16. Members-- Eligibility -- Liability -- Groundsfor closing account -- Denial
of member ship.

(1) A person within the [Hmtted] field of membership of a credit union may be admitted
to membership, upon:

(@) payment of any required entrance or membership fee;

(b) payment for one or more shares; and

(c) compliance with this chapter and the bylaws of the credit union.

(2) A member who is eligible for membership in a credit union at the time the member
Is admitted as a member but who is no longer in the [Hmtted] field of membership of the credit
union may retain membership in the credit union unless otherwise provided in the bylaws of
the credit union.

(3) A member of the credit union may not be held personally or individually liable for
payment of the credit union's debts.

(4) The credit union may close the account of any member whose actions have resulted
in any financia loss to the credit union.

(5) Denia of membership is not considered adenial of credit.

Section 10. Section 7-9-20 is amended to read:

7-9-20. Board of directors-- Powersand duties-- L oan limitations.

(1) At annual meetings the members shall elect from their number a board of directors
consisting of an odd number of not less than five members.

(2) The bylaws may provide balloting by:

(@ mail;

(b) ballot box; or

(c) both mail and ballot box.

-15-
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(3) Voting may not be by proxy.

(4) Members of the board of directors shall hold office for the terms prescribed in the
bylaws.

(5) The board of directors shall meet at |east monthly.

(6) The board of directors shall have the general management of the affairs, funds, and
records of the credit union. In particular, the board of directors shall:

() act upon applications for membership;

(b) act upon expulsion of members,

(c) fix the amount of surety bond required of each officer or employee having custody
of funds;

(d) determinetherate of interest or dividend allowed on shares and deposits;

(e) determine the terms and conditions of credit granted to members,

(f) lend money, borrow money, and pledge security for any borrowing;

(g) fill vacanciesin the board of directors or in the credit committee, if applicable, or in
the supervisory committee until the election and qualification of officersto fill those vacancies,

(h) appoint up to two aternate directors as provided in the bylaws;

(i) fix the amount of the entrance fee;

() declaredividends and their amount;

(k) make recommendations to meetings of the members relative to amendments to the
articles of incorporation, and transact any other business of the credit union; and

(1) fix the maximum amount of credit, secured and unsecured, that may be extended to
any one member, up to the limitations described in [Subseetion] Subsections (7) and (8).

(7) (&) The credit that may be outstanding or available by a credit union at any one time
is subject to the limitations described in [Stbsecttons] this Subsection (7)[{b)y-aneH€)]:

(i) except as provided in Subsection [{Afdy-threugh(AH] (8); and

(ii) except that the board of directors may:

(A) set alower limit than the limit in Subsection (7)(b)(i) or (7)(b)(ii)(B); or

(B) require that a person described in Subsection (7)(b)(ii)(A) be a member of the
credit union for more than six months before the date a member-business |oan is extended.

(b) (i) A credit union may not extend credit that is not a member-businessloan to a
member if as aresult of that extension of credit the total credit that is not a member-business
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493 loan that the credit union hasissued to that member exceeds at any one time:

494 (A) for acredit union with less than $2,000,000 in capital and surplus, the greater of:
495 (1) $1,000; or

496 (1) 15% of capital and surplus up to atotal of $25,000; or

497 (B) for acredit union with $2,000,000 or more in capital and surplus, the greater of:
498 (1) $25,000;

499 (I1) 1% of capital and surplus; or

500 (111) 25% of the regular reserve.

501 (if) Beginning March 24, 1999, a credit union may not extend a member-business loan

502 toaperson:

503 (A) (I) if the person is a business entity, unless at least one individual having a

504  controlling interest in that business entity has been a member of the credit union for at least six
505 months prior to the date of the extension of the member-business |oan; or

506 (I if the personisanindividual, unless the individual is a member of the credit union
507 for at least six months prior to the date of the extension of the member-business loan; or

508 (B) if asaresult of the extension of the member-business loan, the total amount

509 outstanding for al member-business |oans that the credit union has extended to that person at
510 any one time exceeds the lesser of:

511 (1) 10% of the credit union's capital and surplus; or
512 (11) $250,000.
513 (c) (i) Beginning March 24, 1999, a credit union may not extend a member-business

514 loan if asaresult of that member-business loan the credit union's aggregate member-business
515 loan amount calculated under Subsection (7)(c)(ii) at any one time exceeds 1.25 times the sum
516  of:

517 (A) theactua undivided earnings; and
518 (B) the actual reserves other than the regular reserves.
519 (if) For purposes of Subsection (7)(c)(i), the aggregate member-business |oan amount

520 of acredit union equals:

521 (A) the sum of thetotal amount financed under all member-business |oans outstanding
522  at the credit union; minus
523 (B) the amount of the member-business loans described in Subsection (7)(c)(ii)(A):
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(I) that is secured by share or deposit savings in the credit union; or

(I for which the repayment isinsured or guaranteed by, or thereis an advance
commitment to purchase by an agency of the federal government, a state, or a political
subdivision of the state.

(d) Except as provided in Subsection (8)(d), beginning 90 days after the day on which a

credit union becomes a taxable credit union under Section 7-9-55, a taxable credit union may

not:
(i) _extend a member-business loan:;

(ii) _renew a member-business loan that is extended before the day on which the taxable

credit union is prohibited under this Subsection (7)(d) from extending a member-business |oan;

or
(iii) extend the maturity date or increase the amount of a member-business loan that is

extended before the day on which the taxable credit union is prohibited under this Subsection

(7)(d) from extending a member-business loan.

(e) (i) A credit union service organization may extend credit to a member of a credit

union holding an ownership interest in the credit union service organization only if the credit

union in which the person is a member is not prohibited from extending that credit to that

member under this Subsection (7) and Subsection (8).

(ii) For purposes of determining whether under this Subsection (7) a credit union may

extend credit, the total amount outstanding of credit extended by a credit union service

organization to a person shall be treated asif the credit was extended by the credit unionin

which the person is a member.

(iii) If aperson seeking an extension of credit from a credit union service organization

is amember of more than one credit union holding an ownership interest in the credit union,

the person shall specify the credit union to which the extension of credit is attributed under
Subsection (7)(€)(ii).

(iv) This Subsection (7)(e) effects only an extension of credit:

(A) that is extended on or after May 5, 2003; and

(B) by:

(1) _acredit union service organization; or

(11)_acredit union organized under this chapter.
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[€eh] (8) (&) A credit union may extend credit that is not a member-businessloan in an
amount that exceeds the limits described in Subsection (7)(b)(i) only if the excess portion is
fully secured by share or deposit savings in the credit union.

[te)] (b) (i) Except as provided in Subsection [{Ate)] (8)(b)(ii), acredit union may
extend a member-business |oan in an amount that exceeds the limits described in Subsection
(7 (b)(ii)(B) only if:

(A) that portion that isin excess of the limits described in Subsection (7)(b)(ii)(B) is
secured by share or deposit savings in the credit union; or

(B) the repayment of that portion that isin excess of the limits described in Subsection
(7)(b)(ii)(B) isinsured or guaranteed by, or there is an advance commitment to purchase that
excess portion by, an agency of:

(I) the federal government;

(1) adtate; or

(111 apolitical subdivision of the state.

(if) Notwithstanding Subsection [{Fe}] (8)(b)(i), a credit union may not extend a
member-business loan if the total amount financed by the credit union exceeds $1,000,000.

[€5] (c) For amember-business|oan that is extended through aloan participation
arrangement in accordance with Subsection 7-9-5(12):

(i) inapplying the limitation of Subsection (7)[{€)] (d), each credit union participating
in the member-business |oan may extend up to $1,000,000 of the amount financed; and

(i) the requirement of Subsection (7)(b)(ii)(A) applies to membership in any credit
union that participates in the loan participation arrangement for the member-business |oan.

(d) Notwithstanding Subsection (7)(d). ataxable credit union may extend a
member-business |oan prohibited under Subsection (7)(d) on or after the day on which the

taxable credit union files a notice of election to pay a competitive equity assessment in
accordance with Section 7-9-56.

[€8}] (9) Asprovided in this chapter or in the credit union bylaws, the board of
directors:

(a) within 30 days following the annual meeting of the members, shall appoint a
supervisory committee consisting of not less than three members;
(b) within 30 days after the annual meeting of the members, shall appoint:
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(i) acredit committee consisting of not less than three members; or

(ii) acredit manager in lieu of acredit committeg;

(c) shall appoint a president to serve as general manager;

(d) shall have an executive committee;

(e) may appoint an investment officer;

(f) shall elect asecretary;

(g) may appoint other officers and committees that it considers necessary;

(h) shall establish written credit policies, loan security requirements, loan investment,
personnel, and collection policies; and

(i) on or before January 31 of each year, shall provide for:

(i) shareinsurance for the shares and deposits of the credit union from the National
Credit Union Administration or successor federal agency; or

(i) security expressly pledged for the payment of the shares and deposits in accordance
with Section 7-9-45.

[£93] (10) A person may not be a member of more than one committee except as
otherwise provided in this chapter or in the credit union bylaws.

[€16)] (11) The president and secretary may not be the same person.

Section 11. Section 7-9-24 is amended to read:

7-9-24. Compensation of directors, committee members, and president -- Expense
reimbursement.

(1) A member of the board of directors, credit committee, or supervisory committee
may not receive any compensation for services [assueh], except that the reimbursement of
reasonabl e expenses incurred in the execution of the duties of the position may not be
considered compensation.

(2) Any member of acredit union who incurs any expenses or performs any service
authorized by the board of directors may be compensated or reimbursed for the expenses or
services in an amount approved by the board of directors.

(3) The board of directors shall determine the compensation for a president appointed
as general manager.

(4) (a) Beginning 90 days after the day on which a credit union becomes a taxable

credit union under Section 7-9-55, the taxable credit union shall inform any member of the
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credit union at the request of that member of:

(i) _the expenses compensated or reimbursed by the taxable credit union in accordance
with Subsection (1) or (2); and
(ii) the amount of compensation, expenditures, or reimbursed expenses paid by the

taxable credit union to the five highest compensated officers or executives of the taxable credit

union.

(b) This Subsection (4) may not be considered to limit the rights of members provided:

(i) _in any other provision of this chapter; or
(ii) _under Title 16, Chapter 10a, Utah Revised Business Corporation Act.
(c) The commissioner shall make rulesin accordance with Title 63, Chapter 46a, Utah

Administrative Rulemaking Act, to provide the requirements under this Subsection (4)

regarding:
(i) thetiming of providing information:;

(ii) the manner of providing information; and

(iii) the scope of information to be provided.

Section 12. Section 7-9-26 is amended to read:

7-9-26. Loansto members-- Investment officers-- Investments.

(1) [Fhe] Subject to Subsections 7-9-20(7) and (8), capital and surplus of the credit
union shall be loaned to the members for the purposes and upon the endorsements or security

and the terms as the bylaws provide.

(2) Within 30 days after the annual meeting of the members the board of directors may
appoint one or more investment officers who shall have responsibilities for the credit union
investment portfolio based upon policy established by the board of directors and as provided in
this chapter or in the bylaws.

(3) The credit union by action of its board of directors may invest its funds as follows:

(a) in securities, obligations, or other instruments of, or issued by, or fully guaranteed
asto principal and interest by, the United States of Americaor any of its agencies, or in any
trusts established by investing directly or collectively in these instruments;

(b) inobligations of any state of the United States, the District of Columbia, the
Commonwealth of Puerto Rico, and the territories organized by Congress, or any of their
political subdivisions;
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(c) in certificates of deposit or accounts issued by afederally insured state or national
depository institution;

(d) inloansto, or in shares or deposits of, other federally insured credit unions, central
credit unions, corporate credit unions, or a central liquidity facility established under state or
federal law;

(e) inshares, stocks, loans, or other obligations of any organization, corporation, or
association, if the membership or ownership of the organization, corporation, or association is
primarily confined or restricted to credit unions, and if the purpose for which it is organized is
to strengthen or advance the development of credit unions or credit union organizations; and

(f) in other investments that are reasonable and prudent.

Section 13. Section 7-9-34 is amended to read:

7-9-34. Tax exemption of credit unions.

(1) Except as [otherwise] provided in [thisseetton] Subsection (2), a credit [thiens]
union organized under this chapter [er-priortaw-are] is exempt from [taxatton] Title 59
Chapter 7, Corporate Franchise and Income Taxes.

(2) In accordance with Section 59-7-102, ataxable credit union is subject to Title 59,

Chapter 7, Corporate Franchise and Income Taxes, beginning on the first day of the month

immediately following the day on which the credit union becomes a taxable credit union under
Section 7-9-55.
Section 14. Section 7-9-37 is amended to read:

7-9-37. Transfer of membersof dissolved, merged, consolidated, transferred, or

acquired credit union.

Members of a dissolved, merged, consolidated, transferred, or acquired credit union
may become members of another existing credit union with arelated [timited] field of
membership as approved by the commissioner.
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Section 15. Section 7-9-39 is amended to read:

7-9-39. Voluntary merger.

(1) Any credit union may merge with another credit union under the existing charter of
the other credit union when all of the following have occurred:

(a) the mgjority of the directors of each merging credit union votesin favor of the
merger plan;

(b) the commissioner approves the merger plan;

(c) the mgority of the members of each merging credit union present at a meeting
called for the purpose of considering the merger plan votes to approve the merger plan, but a
vote of the membership of the surviving credit union isnot required if its board of directors
determines that the merger will not have any significant effect on the organization,
membership, or financial condition of the credit union; and

(d) (i) the National Credit Union Administration or its successor federal deposit
insurance agency approves the merger plan and commits to insure deposits of the surviving
credit union; or

(if) the commissioner approves the surviving credit union to operate without federal
deposit insurance in accordance with Section 7-9-45.

(2) Upon merger, the chair of the board and secretary of each credit union shall
execute, and file with the department, a certificate of merger setting forth:

() thetime and place of the meeting of the board of directors at which the plan was
approved;

(b) the vote by which the directors approved the plan;

(c) acopy of the resolution or other action by which the plan was approved;

(d) thetime and place of the meeting of the members at which the plan was approved,

(e) the vote by which the members approved the plan; and

(f) the effective date of the merger, which shall be:

(i) the date on which the last approval or vote required under Subsection (1) was
obtained; or

(ii) alater date specified in the merger plan.

(3) On the effective date of any merger:

(a) all property, property rights, and interests of the merged credit union shall vest in
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the surviving credit union without deed, endorsement, or other instrument of transfer; and
(b) all debts, obligations, and liabilities of the merged credit union are considered to

have been assumed by the surviving credit union.

[€5)€ay] (4) Thissection shall be interpreted, whenever possible, to permit a credit
union chartered under this chapter to merge with a credit union chartered under any other law if
the preservation of membership interest is concerned.
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(5) Except as provided in Section 7-9-39.5, the commissioner may not approve a

merger plan under which the surviving credit union is a taxable credit union unless the merger

plan requires that the surviving credit union file a notice of eection to pay a competitive equity

assessment:

(a) in accordance with Section 7-9-56; and
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(b) on or before the day on which the merger is effective.

Section 16. Section 7-9-39.5 is amended to read:

7-9-39.5. Supervisory merger.

[+#] Notwithstanding Subsection 7-9-39(5), a taxable credit union [tstrerged] may
merge with another credit union as aresult of a supervisory action under Chapter 2 or 19[the

Section 17. Section 7-9-46 is amended to read:
7-9-46. Out-of-state credit unions -- Authorization to do businessin state --

Supervision -- Examination.

(1) Asusedin this section "out-of-state credit union” means any credit union whose
home state is not Utah.

(2) An out-of-state credit union may maintain a branch in this state only if:

(8 maintaining the Utah branch is permissible under applicable law, including
Sections 7-1-702 and 7-1-708 in the case of a state chartered credit union; [and]

(b) the branch has been authorized by:

(i) the department and the chartering authority of the credit union's home state in the
case of a state chartered credit union; or

(i1) the National Credit Union Administration or successor agency in the case of a
federally chartered credit union[]; and

(c) the branch will not serve a member of the out-of-state credit union who isa

member of the credit union based solely on the member residing in a geographic arealocated in

whole or in part in Utah.

(3) The commissioner may examine and supervise al out-of-state credit unions with a
branch in the state, except federal credit unions, in the same manner as the commissioner
examines and supervises credit unionsin this state.

Section 18. Section 7-9-51 is amended to read:

7-9-51. Field of member ship.

(1) [Exeeptasprovidedn-Subsectron(3),thetimited] The field of membership of a
credit union may include only the following:

(&) theimmediate family of amember of the credit union;
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(b) the employees of the credit union;

(c) residents of [asthgte-county] one or more counties; and

(d) one or more associations.

(2) A credit union may have a [timnited] field of membership that is more restrictive
than the [Hmited] field of membership described in Subsection (1).

A ~rod ~ A o o A ~ ~ oA
[ = CU U U LY AV CA CU U U \J

eredittnton:]
Section 19. Section 7-9-55 is enacted to read:

7-9-55. Taxable credit unions.
(1) For purposes of this section, "related credit unions' means two or more credit

(a) that:
(i) each have amain officein this state; and
(ii) are established in whole or in part with assets from a credit union that as of May 5,
2003, has afield of membership that includes all residents of two or more counties; and
b) if:
(i) the names of the two or more credit unions include one or more similar words,

except for "credit union"; or

(ii) the two or more credit unions hold an ownership interest in an association or

organization described in Subsection 7-9-5(21) except for:

(A) acorporate credit union:;

(B) atrade association; or
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(C) an association representing credit unions generaly.

(2) (a) Subject to Subsection (2)(c), a credit union organized under this chapter isa

taxable credit union under this section on the day on which:
(i) _if the credit union is not arelated credit union:

(A) the credit union files a quarterly report in accordance with Section 7-1-317 if the

quarterly report is the second consecutive quarterly report that shows that the assets of the
credit union equal or exceed $100,000,000; and
(B) the credit union has afield of membership that includes all residents of two or

more counties; or

(ii) therelated credit union files a quarterly report in accordance with Section 7-1-317

if the quarterly report is the second consecutive quarterly report that shows assets that if
aggregated with the assets of all related credit unions equal or exceed $100,000,000.
(b) For purposes of Subsection (2)(a)(i)(B) only, residents of a county that is added to

the field of membership of acredit union as aresult of a supervisory action under Chapter 2 or

19 are not considered to be within the field of membership of that credit union.

(c) (i) In determining whether two consecutive guarterly reports meeting the

reqguirements of Subsection (2)(a) have been filed, a credit union shall include the last two

quarterly reports filed by the credit union in accordance with Section 7-1-317 as of May 5,
2003.

(ii) If by including in accordance with this Subsection (2)(c) the last two guarterly

reports filed with the commissioner as of May 5, 2003 the credit union would become ataxable

credit union under Subsection (2)(a) on aday before May 5, 2003, that credit union becomes a
taxable credit union on May 5, 2003.
(3)_If acredit union becomes a taxable credit union under this section, the taxable

credit union is a taxable credit union:

(a) for aslong as the credit union is organized under this chapter; and

(b) notwithstanding whether after the day on which the taxable credit union becomes a

taxabl e credit union the taxable credit union meets the requirements of Subsection (2)(a).
Section 20. Section 7-9-56 is enacted to read:
7-9-56. Competitive equity assessment.

(1) For purposes of this section, "competitive eguity assessment” means an amount
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calculated for each fiscal year by:
(a)_multiplying by 30% the credit union's net income for afiscal year reported on the

taxable credit union's report of condition required by Section 7-1-317; and

(b) subtracting from the amount calculated under Subsection (1)(a) any federal income

taxes paid by ataxable credit union for that fiscal year.

(2) A taxable credit union may elect to pay a competitive equity assessment by filing

with the commissioner a notice of €ection to pay a competitive equity assessment.

(3) _If ataxable credit union files a notice of eection to pay a competitive eguity

assessment, the taxable credit shall pay the competitive equity assessment:

(a) to the commissioner;

(b) for each fiscal year beginning with the fiscal year in which the notice of eection to

pay a competitive equity assessment is filed with the commissioner; and

(c) by no later than the March 31 following the fisca year for which the competitive

equity assessment is being paid.

(4) A taxable credit union may not revoke an election to pay a competitive equity

assessment after the day on which the taxable credit union files a notice of eection to pay a

competitive equity assessment with the commissioner.

(5) Amounts collected under this section shall be deposited into the Uniform School

Fund.
(6) A taxable credit union that €lects to pay a competitive equity assessment that fails

to pay the competitive equity assessment is subject to Subsection 7-1-402(6).
Section 21. Section 7-9-57 is enacted to read:
7-9-57. Community reinvestment.

(1) For purposes of this section, "community reinvestment record’ means ataxable

credit union's record of meeting the credit needs of the local communitiesin where the

members of the taxable credit union reside.

(2) (8) The commissioner shall assess the community reinvestment record of ataxable

credit union consistent with the safe and sound operation of the taxable credit union when

conducting an examination under thistitle of the taxable credit union.

(b) The commissioner shall take into account the community reinvestment record of a

taxable credit union consistent with the safe and sound operation of the taxable credit union
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when the commissioner is evaluating an application by the taxable credit union to:
(i) establish or relocate a branch under Section 7-1-708; or
(ii) _merge in accordance with Section 7-9-39.

(3) (2) Subject to the other provisions of this section, in accordance with Title 63,

Chapter 46a, Utah Administrative Rulemaking Act, the commissioner may make rules to

implement this section.

(b) Subject to the requirements of this section, in making a rule under this Subsection

(3), the commissioner:

(i) _shall consider the need for competitive equality among all depository institutionsin
this state;
(ii) _shall impose community reinvestment standards and reguirements on ataxable

credit union that are similar to those imposed on state and national banks operating in this
state; and
(iii) _may not impose standards or reguirements on a taxable credit union that are more

stringent than the standards or requirements adopted by the Federal Deposit |nsurance

Corporation under:
(A) 12 C.F.R. Part 345; or
(B) Community Reinvestment Act, 12 U.S.C. 2901 et seq.
Section 22. Section 59-7-102 is amended to read:
59-7-102. Exemptions.
(1) Except as provided in this section, the following are exempt from this chapter:

(a) an organization exempt under Section 501, Internal Revenue Code;

(b) an organization exempt under Section 528, Internal Revenue Code;

(c) aninsurance company that is otherwise taxed on the insurance company's premiums
under Chapter 9, Taxation of Admitted Insurers;

(d) abuilding authority as defined in Section 17A-3-902;

(e) afarmers cooperative; or

(f) apublic agency, as defined in Section 11-13-103, with respect to or as aresult of an
ownership interest in:

(i) aproject, asdefined in Section 11-13-103; or

(i) facilities providing additional project capacity, as defined in Section 11-13-103.
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(2) Notwithstanding any other provision in this chapter or Chapter 8, Gross Receipts
Tax on Certain Corporations Not Required to Pay Corporate Franchise or Income Tax Act, a
person not otherwise subject to the tax imposed by this chapter or Chapter 8 is not subject to
the tax imposed by Sections 59-7-104, 59-7-201, 59-7-701, and 59-8-104, because of:

(a) that person's ownership of tangible personal property located at the premises of a
printer's facility in this state with which the person has contracted for printing; or

(b) the activities of the person's employees or agents who are:

(i) located solely at the premises of a printer's facility; and

(if) performing services:

(A) related to:

(1) quality control;

(I distribution; or

(1) printing services, and

(B) performed by the printer's facility in this state with which the person has contracted
for printing.

(3) Notwithstanding Subsection (1), an organization, company, authority, farmers
cooperative, or public agency exempt from this chapter under Subsection (1) is subject to Part
8, Unrelated Business Income, to the extent provided in Part 8.

(4) Notwithstanding Subsection (1)(b), to the extent the income of an organization
described in Subsection (1)(b) is taxable for federal tax purposes under Section 528, Internal
Revenue Code, the organization's income is also taxable under this chapter.

(5) Notwithstanding Subsection (1)(a), ataxable credit union, as defined in Section
7-9-3, is not exempt from this chapter beginning on the first day of the month immediately

following the day on which the taxable credit union becomes a taxable credit union under
Section 7-9-55.

Section 23. Repealer.

This act repeals:

Section 7-9-52, Expansion of a limited field of member ship.

Section 7-9-53, Grandfathering.

Section 7-9-54, Electing to terminate grandfathering.
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L egidative Review Note
asof 1-17-03 5:01 PM

A limited legal review of thislegidation raises no obvious constitutional or statutory concerns.

Office of L egidative Research and General Counsel
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Fiscal Note Amendments Related to Financial Institutions 05-Feb-03
Bill Number HBO0162 11:04 AM

AMENDED NOTE

State Impact

This bill could increase funding to the Uniform School Fund by $15,419,400 if all eligible
state chartered credit unions remain state chartered. If all credit unions that would
become subject to the competitive equity fee become federally chartered there is a
potential loss of $212,000 restricted revenue to Financial Institutions and a loss of sales
taxes from those institutions. The loss to Financial Institutions would not affect the
operation of the Department.

FY 04 Approp. FY 05 Approp. FY 04 Revenue FY 05 Revenue
Uniform School Fund $0 $0 $15,419,400 $15,419,400

TOTAL $0 $0 $15,419,400 $15,419,400

Individual and Business Impact

Eligible credit unions will pay additional Corporate Franchise taxes and Competitive
Equity fees.

Office of the Legislative Fiscal Analyst



